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FHA: Financial Status of the Mutual Mortgage Insurance Fund
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Introduction

The Federal Housing Administration (FHA) was est
and became part of the Department of Housing and
insures private lendémns hodgali fmotrhtedg abgeersrso wenr ccdo e s
the mortgage and the home goes to foreclosure, F
the borrower owelsatibnt hhe 1sndet)pa¥VHAacharges bor
pr e miiunmsehange for the insurance.

FHA insurance is 1intended t o s ®mbeoorurroawgeer sl ewnhdoe r s t
ot herwise might be unablrdabl acicessrhmrnr t gatges cor
exampl e, FHA requiretshan smandy eat deorwnt ypmpeysmemft mor
making it ewesa letrh fboa et ri ooweee rhso, mefbiurysetr s or others f
down pampmempmedbamtier to hommemwhngdaggudailp ftyo foobrt aFiHnA
insuranckorbowhr thed the mort g’Fge muamphect ther t
principal balanceuaflethaohdmntrgd ghea emthsotl dbe Lender :
FHAnsured mortgages must be approved by FHA.

This report des cofi btehse cfeirntaani cni ame ahseuarletsh of t he F

mortgages, the MutuallhModti geages siowanuitan¢hi Bumed por
degree of famidduwured ymowi t ha FHA. For more infor ma
FHAn s ured mort ggageosl eandn FRHhA @GRS t Rager maR%k2033 6. e
FHA nsured Home Loans: An Overview

The Mutual Mortgage Insurance

Most famglyg mortgagesnansadetdhbpufEHAaarenfurance
Mutual Mortgage InsdSiamece FYi2n0d0 ( ,MMIh eFdluMMI) .Fund h
FHA nsur e dnorret weasgsewse | 1 a“§ ot Wha adéh¢ i mofaMugcahg eosf t he

discussion in this report focuses only on tradit
mortgages. However, certain specified sections d

Money flows into the MMI Fwsdrpmicma pirlemi imempth &
borrowers and from sales of foreclosed propertie
primarily from claimsnparddtmot Elga ghibl svBEEmad FHA

1 The National Housing Act has been amended a number of times to allow FHA to insure a wider variety of mortgages
than just mortgages ainglefamily homes, including mortgages on multifamily buildings, hospitals, and other health
carefacilitesThi s report f ocus-familypraglanpg. on FHA’ s single

2The basic features of FHiaisured mortgages are describe€€RS Report RS2053FHA-Insured Home Loans: An
Overview For detailed underwriting requirements for Fifsured mortgages, sefJD Handbook 4000.ITFHA
Single Family Housing Policy Handbaalvailableat http://portal.hud.go¥iudportalHUD?src/program_offices/
administrationiudclipshandbookgisgh

3 Singlefamily mortgages are defined as mortgages on properties with one to four dwelling units. For example, a
duplex would be considered a sindggenily property under this definition. Some snmfaHA singlefamily mortgage
programs, such as mortgages for property improvenaentsertairmortgages on manufactured homes, are insured
under a different FHA insurance fund.

4 Reverse mortgages allow elderly homeowners to access the equity in theit ibméender makes payments to the

borrower, and is repaid with the proceeds from the sale of the home when the homeowner dies or chooses to no longer

occupy the propertyfHA-insured reverse mortgages are called Home Equity Conversion Mortgages (HEGMs

more information on HECMs, s&RS Report R44128/UD’ s Rever s e Mort gage I nsurance Pro
Conversion Mortgagesy Libby Perl
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intendeds wupp dbret isred .f Iotr icso sthesa mwte ltad epda t of i nsur ed
insuranpeidlapmbenkdemeney it earns on those [ oan
paid by )homroawerhssr ou’h appropriations.

The MMIi sFuanlds o required to nheippatya ifno ra acnayp iutnaelx preac

increases 1in losses on its insured mortgages, be
(Capital 1in thitshaes stetastx tt hes MMIfihwendd asurrently h
net present vdbwe afsbDevtiautedcaih hfthe mortgages
capital ratio is the ratio of capital to the tot
Fund.) As will be discussed in moreddeahilobnter
and loan guarantee programs subject to the Feder
and indefinite budget authority to receive funds
increases 1n the costs afs.loan guarantees made i
FHA fachsrteaemitsiinon bet ween facilitraetdiintg ttohe pr ovi s
under s er veadn db osrarfoewgeurasr di ng t hlen he aye¢ ar o ff ¢ hk o WiMd ¢
housing and mortgage mar ket smeongginge f athatr beganan
falling home prices putThpsdaonsshed tendptiial MMh tKF wn d
the 1 @ &tuhirreesdh o F §a2n0d0 9t hen turning ne gdlthieve afpart ad g
ratio becamd np &sYa2nldlevgeadidnga 2% t hreshold in FY2015
The capital ratio falling bel owt2h%,t anhd tMMIn Ftumr

wouhdt have enough money to cover alilwasf its exp
current LAt itnhsenreimndg of FY2013, the MMI Fund recei
using its permanent and indefinite budget author
e 1
r s

cover expected future osses on 1ins uMMld Fluonadns . T
eve had to draw on it permanent and indefinite
The MMIh aFsu nndo tt on ebaudfelsdn d s f r oinm Tsruebasseuqruye nt year s

Congress has dxprcatshdMiF uaisndgfoiamansctiat us and its prc
needing additional funds to .palthifsormr efpwtrur e olcausssee
financial positlitonbeogi tshewiMMI a ulnrdiief over view o
that tahfef MMIsfi hwme i al Thoeundmesnder of the report

the MMI Fund is accounted for in the federal bud
actuarial reviews that are mandateidn sbuyr e@ongress.
morteggagnd the actuarial revh etwh aahecamawhiwmeed il fofaenrse n f
insured under the MMI Fpuencdt ehda vteo ppeerrfifaodrom¢ &iena ntdh ea r
effect of this loan per for mancdheonannhuwa If iancatnucai rail
review 1is the basis fHowdet £ atmhhtmiad g bull@geda pirtoxle s
det erwhentelser or nate qtudisaseissMla Faemdf r om Treasury.

Major Factors Affecting the S
MMIF und

Thiesctsi on briefly describes some of’st fd nmajcamlf a

position. Th edseef afnmalictt foorrseactlnossluomlee FrtHeAd 1 oans and th
average | oss tgooeFsHA owhfetmenacul hoospwomia trhse c har ged by
FHA, the volume of loans that FHA insures, and ¢

5 FHA does receive appropriations to pay for staff sadeaied administrative contract expenses.

Congressional Research Service 2
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Foreclosures and Associated Loss Sever

Tr adi twhoema laliynEHdA ed mort gage goes to foreclosure
remaini ntgh aatmotuhnet borrower owes on the mbrtgage a
The payment to theTHe nldess itso cRHA eids at heel acilma i m a

other fordatedtewplknaest he cost ofr opagirnttya)i ni ng t
minus any amount that FHA can 71 écotupt ably lsoeslsleisn g
related to defaults and foreclosures can depend
delinquencies, defaudns preddlhfea meaucclceBsr eosf oenf fROH A
borrowers avoid-ifisueedodwvnasowr FHA minimize the
with a foreclosure:; and (3) how much FHA can rec

Numbe Moaft gage De laindg uFeonrceicelsos ur e

The nudtiHArnsoufred mortgages that become sdelinquen
FHA financial status bereqgquasmwe hleigk e lriyniitung hterras n solf a t
numbers of fmoreec lcolsanirmss pdanidd holuhtq dbeyn tF BWA. default e
mort grmiglels necessarily result in completed forecl
rates are more likely to lead to higher foreclos

During turmoil in the housing adedimamamtdgage mar ke
foreclosure rates on all-i tnypesdomomb,g dvgiatghe si n¢ ne
FHAs er i ous dreatiensqupeenackyi ng i n .e(aSrelryi o2u0s1l2y adte 1nienaqgrule

l oans are generally defiyme d aasst Idaiaen s itnh ath ea rfeo r%Q

or 1in balmhkirsuptnccy.e)ase 1impudi pressuaed Mor ¢ haeg MMI F
recedelliyngquae¢ @ s y-ioms FrHAAd mogd paigmpt shweed.f Dece mber

2018, FHA nobplahttedtshdmsured loans were serious]l
A number of factors conaéandbdreatdarst viomesIderHehdt ed del i
mortgages in the aftermath of the housing market
such as deerpaseegesiannbdomncreases in unempl oyment
country, leading to more-idetinadtboand. fOrhet ofac
the credit quality of some |loaMs midlasmd ygomtribut
factors ctolne¢ ridhmpt @ de mont bieng ilnonaim gp ei rnf 2r0mMa3n c eT h e s ¢
included 1improving bectonomice ecdoint digtminad nist yaomdi s n e WH
data show that the | oans 1 nseurgedn ebrya ¢ bHA pienr ftohrem y
to dhamem the loans insured in the years 1immediate
serious delinquency rates at the same number of

61n recent years, FHA has increasingly been pursuing alternatives to this traditional method of taking ownership of the
foreclosed property. Such alternatives include selling distressed mortgage notes priotasuigesales of properties

to third parties at foreclosure auctions rather than the property being conveyed to HUD; and increasing use of short
sales, which are describedfootnotel12.

7U.S. Department of Housing and Urban Developmé&nhual Report to Congress Regarding the Financial Status of
the FHA Mutual Mortgage Insurance Fund Fiscal Ye2018 November 15, 2018pp 37 and 10-108,
https://www.hud.gositesfifilesHousinglocument2018fhaannualreportMMIFund.pdf

8 U.S. Department of Housing and Urban Developm&htA Single Family Loan Performance Tren@zcember
2018, p.2, https://www.hud.gowitestifilesHousinglocumentsfHALPT_Dec2018.pdf

9 U.S. Department of Housirand Urban DevelopmerffHA SingleFamily Mutual Mortgage Insurance Fund
Programs, Quarterly Report to Congre§%2018 Q4p. 15,https://www.hud.gowsitestifilesHousingbdocuments/
MMIQtrlyQ42018.pdf
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Loss Mitigation Efforts

Default andt efsorceacnl obseu raef freact ed by efforts to hel
as by offering mortgage modifications. Efforts t
mitigate the losses that the MMI Fundowawmld expe
loss mitigation actions .nsWhen a obamr rdeevWearu I wist, h tahn
loan is required to evalwuate whether the borrowe
acti®hfissuccess ful, th¢owsessoepttbns FHA woedlhdeot her
troubled loan and help minimize losses to the MNM
intended to result in a borrower keeping his or
modi fiQtthheoernsapti ensnl wiln the borrower losing hi
foreclosure, such-ifsesmhoftfoabetosndedeecds

FHA pays incentive payments and, in some cases,
connection widhtiloss. mThegatcionts are 1ikely to
paying a c¢claim after a foreclosure However, i f
future and the loan then goes to foremalosure, FE
Therefore, the extent to which loss mitigation a
whet her borrowers who receive any type of loan
default again in the future.

Loss Severity Rates

If a mortt gtdged mausel y go to foreclosure, FHA may
amount that it pays to the lender by selling the
will wuwuswuvually be less than the c¢claimgamadnt. FHA
marketing foreclosed properties before they are

e
loses on asginvemaclkaiom t he, oanfictctoraimdimg Ifoan almal a
amounts it recoups from seilsngoshesprvopettyyratse

Fotrhfeouqguahr t er 8,0 fF HFAY2rOelpor t e d tahbd#Alt% oduadphard ge, i
principal balhamciidto dpuvat hed fbehaeawmat es caon vary f
quarftoaer ;examplkos s ns F¥arthigReyd rfalléent o Bladbyo ui téh

FY2O0tlhley ranged fronh HAboludas # 6skch t@reid@dyoad dtye i mpr ov
in recent years. For e %% mpnf etphyat ehrs tF@rd codfedr 1 t y 1 at e

t
r

OFHA>s loss mitigat i &ectiopld.A2of HUDHandboak 400Q:EHA SingleFandily i n
Housing Policy Handboglhttp://portal.hud.goviudportaldlocumentsiuddoc®l=40001HSGH.pdf

11 Specific loss mitigation options include forbearance agreements, partial claims, and théoFtgAAffordable

Modification Program (FHAHAMP). Forbearance agreements allow a borrowerakentower mortgage payments for

a specified period of time, and to repay the difference between the lower mortgage payment and the actual amount

owed at a later date. Partial claims allow a borrower to become current again on a delinquent mortgaganthrough

advance of funds from the lender on the borrower’s behalf
advance of funds-called a partial claim, because the amount paid by FHA is only part of what the full claim amount

would be if the loan werthrough foreclosure-and the borrower repays FHA in the future. FHAMP essentially

combines a loan modification and a partial c¢claim to modify
option was created to parallel the broader Home AffdeiModification Program (HAMP), a temporary foreclosure

prevention program that was create@@99 and ended in 2016, hutiffers in some important ways from HAMP.

12 Short sales allow a borrower to sell the home for less than the full amount owed on the mortgage, and the lender
accepts the proceeds of the sale as payment in full. Aiddei of foreclosure allows the borrower to surrender the
deed to the propertysgpayment in full on the mortgage. For more information on requirements governing FHA short
sales (referred to as pfereclosure sales) and dedddieu of foreclosure, see HUD Handbook 400&HA Single

Family Housing Policy Handboohttps://www.hud.gowitestlocumentsf0001HSGH.PDFbeginning on p. 640.
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6 % ihnd otuqut zhr F é2r02Jo fc o mtpa r ae o uihnd 4t uq ut chr F Pro8r3 f
This 1improvedme nwte nhasn bpeaert by increased use of al
forecl os e d wphriocphe rhtaivees generally hmnadilowemal oss s

forecMblowewsr, the loss severity rates for tradi
s ome whvaetr . At nmenber of factors ot haelrs Btfheacnt diosspso s it
severities, includindgphoeme apriiome aapdp rt choei acthiaam cd 1

mortgages and properties in question.

Mort gage IPmrseunriaumcse

FHA charges fees, or premi-iumssur e¢d rhorrtrgawge ss. whloe
premiums are intended to eopaerdthet cofttsheofMMhyF
Borrowers pfaryoibtothr emi wmmp and an annual premium.
source of revenue flowing into the MMI Fund.

The amount of premium revenue that comes 1into th
including the amount of &hdo Iplramp fumoswtcthtaarngdeidn, g t h
mortgages on which borrowers are paying premiums
mort gaargee sulpnanptt rd ygugh refinancing ltdhaen moott gage,
going to—fesattheghbemr oweary innog IlpBraegneirunngs pr e mi u ms
can bring more money into the insurance fund and
high enough to adequatellmyumsvarci raisiesdks ooHhwet
borrowers might cihmowre d omdtackigt waukt lhyw Hadfvfeer catliln g

amowrt premium reveluet hdamoFéHA esearasng premiums
reduce the overal It hqgauta IFiHAy i1ionfs utrhees nboyr fpgoatigeendt i a 1 1

mortgages a less attractive option for all but t

FHA raised the annual pr e minumshet hyaecta rist fcohl al rogweisn gn
mar kemobitef or e announcing a decrease ®Thethe annual
annual premiums that FHA is currently charging a
though they are higher than the ®premiums that we

Lom Vol ume

The number and dollar volume of 1loans .thGnt FHA i
t he onmo rhea nldoans icrosudrdemoertagd HrldbeAmi um revenue ¢ omioi
MMI Farsndmore borrowers paywmsprrdmia@muast hoen o thheei rr  hFaHnA
more mortgages 1insureds blyi aFbHA iatlysf ol tnnehr écgahs yedse fFhHaA

13U.S. Department of Housing and Urban DevelopmER SingleFamily Mutual Mortgage Insurance Fund
Programs, Quarterly Report toddgress2018Q4, p. 23, and~HA SingleFamily Mutual Mortgage Insurance Fund
Programs, Quarterly Report to Congre2817Q4, p. 22,http://portd.hud.govhudportaHUD?src5/program_offices/
housingfmrabetptsktc/hartcqtrly.

14 Alternative disposition methods include short sales, bulk sales of severely delinquent loans prior to foreclosures
being completed, and selling foreclosed mies directly to third parties at a foreclosure auction rather than
conveying the properties to HUD.

151n early January 2017, during the final weeks of the Obama Administration, FHA announced that it planned a further
decrease in the annual mortgage rasge premiums. However, later in January, the Trump Administration suspended
the planned premium decrease before it had gone into effect, citing a need to further study the potential impact of a
premium decrease. See FHA Mortgagee Letters-201and 201707, https://www.hud.goydrogram_offices/
administrationtiudclipslettersiortgagee

For more informatiom n FHA’ s mor t ga g e seéCRS RepthRS20630FHA-tnsuried: Home
Loans: An Overview
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quality of the loans insured and their future pe
volume on the ftiheeaoMMlalFusntdability of

Economic Conditions and Projections

Economic and housing m3rKemamnendilt posd tii mmadm EEk
of all, economic conditions can contbielbwtme t o de
empboyadderemployed, or if home prices fall st
ey can no longer afford their mortgages, th
lling house prices also 11imit ftohree calnbosuendd t h
operty.

[t
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= e o

ojections of future economic conditions are al
e MMI Fund. Thesotxpousedpfutaseapdthnterest ra
e roles 1in-iastmomattgiangge showw IlHHAdper form in the
much money is expected to flow into and out
es 1s important because, as mnoted, house pri
olw A can recoup on foreclosures. Interest
h activity as well as the decision
e how much pexzma uwe Irle ge d’HaAf FdHAt e x p
ility for fmsuredcmhartmgagdd beofr
are not insured by FHA, those b
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This section densscurriebde smohrotvw aFglks are accounted f o
year that the loans are insured and in the years
circumstances under which theiMMbrHendtwoubdeneete
of insuridgmidw sdiomglse in an upcoming fiscal yeart
occurred), and the circumstances under which the
indefinite budget authorilthghwiptelc t Erde asosrty tod 1l o
insured in past years (an event that occurred at
Credit Reform Accounting and Credit St

The Federal Credit Reform Act of 1990 (FCRA) spe
l ma guaranteesinincé¢ddiognFHAar e r'eTchoer dFeCIRA n t he
requires that the estimated lifetime cost of gua
recorded in the federal budget liinf etthemey ecaors tt hpactr
loans guaranteed 1scredicds e basnidd ytthiee tcbrudigett sausb sa

17 For more information on how the costs of federal credit programs are treated in the federal budget, se€R@hived
Report R42632Budgetary Treatment of Federal Credit (Direct Loans and Loan Guarantees): Concepts, History, and
Issues for Congress
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multiplied by the total dollar volume of 1oans i
credit subsi®y for those loans.

When a loan gusrenté¢mapmpodgtiamhaveredit subsidy 1
appropriation to cover the cost of new loan guar
fiscaWheyneaar .1 oan gusraeastbdmapmegnrasamve cune¢dit subs
means that the present value of the lidetime cas
expected to result in more money coming into the
requiring a,n aa pnpergoaptriivaet icorne d it s u b sriedsyuilrtaitneg ge n e
of fsett ilong trheec ecigpstes .of the MMI Fund, these offse
the HUDYbudget

In accordancee awiht hy etahteh eFs(PRige,sbi uddoghetF HAe gnd st he

Of fice of Management and Budget (OMB) estimate t
to be nsured in *Thhee suep ceosniii nmga tfeiss caarle ybeaasre.d on f
projections of howpmweoh umo rrtegvacghen ei 1t shwer almcaens 1 n s 1
year are expected to bring 1n, projections of ho
claims related to those loans, and projections o
sellihgsé€drproperties. These projections, in tur
quality of the loans being made and assumptions
house prices and interest rates).

Since credit reform &dHHdo usnifmgmigd wamoi mpd gene nh & dg¢
been est i matgeadtritvdei havabsidy in t?ATh ayte airs ,t hoavte rt hte
life of the 1oans, the insured loans are project
requir epraina taipopnr of r om t he government to pay for t
costs associated with the insured loans themselyv
administrative costs of a psfoogr aand.midhdsttdroacttsi vree ¢ e
expenses a#YT hfeo ro rsiaglianraile scr e di t siunbssuirdeyd rlaotaen se s t

181n technical terms, a credit subsidy rate is calculated as the net present vajpectée future cash flows from

mortgages insured in a given year, divided by the dollar
present value of expected future cash f1 owsmcEgfundfsuch he presen

as claims expected to be paid in the future on defaulted mortgages) net of expected cash flows into the insurance fund
(such as premiums expected to be paid by borrowers).

19 For more information on recent trends in FHA offsetting receipdistiaeir role in the budget process, €8S
Report R42542Department of Housing and Urban Development (HUD): Funding Trends Since FY2002

20 FHA, in conjunction with OMB, estimates the expected gaicost of insuring mortgagesiringthe fiscal year in

the President’s annual budget requests. The Congressional

expected gains or costs using its own models and assumptions. The CBO numbers ardhtheasrassed in the
appropriations process, including determining whether the FHA siagliy mortgage insurance program will require
an appropriation and determining the amount of any offsetting receipts.

2While FHA’ s t-famildmortgaye pregiam khas always been estimated to have a negative credit

subsidy rate in the year that the loans are insured, other FHA programs have at times been estimated to have positive
credit subsidy rates. When this occurs, appropriationst be providech order for FHA to enter into new

commitments to insure loans under those programs in those fiscal years.

221n FY2018,FHA received an appropriation of $130 million for administrative contract expenses for all of its

programs, including multifamily and helattare facilities programs. Funding for salaries is appropriated as part of
HUD”s overall appropriation for salaries and expenses.
authority to enter into commitments to insure loans (called commitmédréy), allowing FHA to insure up to a

certain maximum dollar volume of loaris.FY2018, Congresauthorized FHA to insure up to a total of $400 billion

in mortgages under the MMI Fund.
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have ranged-065f%mina F¥¥0O0F. B di nn FH¥Re0kl 6 6t al amount
of money that HHUA —=onld
expect to earn FHA and “Fair Value?”
1 n a grven YCalJFHA’ s credi t calculdtedinatcprdancawitethe a r e
t ot al dol 1l ar a | methodology specified in the FCRA. This methodology takes into
insures in t h a | account expected costs (primarily claims) and gains (primarily premium
t he subdidy ra revenue) associated with loans insured in a given year, and arrives at a
net present value of the future cash flows on these loans by using
. interest rates on Treasury bonds as a discount rate. The interest rate on
I f BHA iffmgnlie y | Treasury bonds does not account for market risk, because Treasury
werea er e st 1 ma t| bondsareassumed to be virtually risk-free. However, some have
positive cr e d i | suggested that credit subsidy rate estimates would more accurately
t he upcoming £ reflect the value of the mortgages if the discount rate included
. adjustments for market risk. Accounting for market risk in calculating
would require credit subsidy is refpreadhr ed to 4
to cover t he d In 201 I, the Congressional Budget Office (CBO) released a report that
t he amount of discusses the difference between FCRA accounting and a fair value
expecte d t o t a | approach specifically as it relates to FHA. (See Congressional Budget
over t he 1ife Office, Ac c ount i ng -FimilyMortEagé hsurence Bragramgon ae
f un dwviasg 1pato patpo Fair-Value Basis, May 18, 201 |, http://www.cbo.gov/publication/41445.)
; .| The CBO report finds that using a fair value approach would have
cover a posi1ti changed the estimate of FY2012 credit subsidy for the MMI Fund
t hen FHA woul d programs from a negative number to a positive number. This means that,
insure new 1 o al hadthe fair value approach been used, the loans that FHA expected to
(For a brief d | insure in that year would have been projected to lose money rather than
earn money over the life of the loans, and FHA would have required an
proposed chang . .
appropriation in order to insure loans in that year.
met hod of CalcThe debate over how to calcul at
subsidy rates is part of a larger debate over whether subsidy costs of government loan
t he MMI Fund h guarantees in general should reflect an adjustment for market risk. For
p olst 1 ve credit more information on the issues involved, see CRS Report R44193,
t he near BPRHA eaxi Federal Credit Programs: Comparing Fair Value and the Federal Credit Reform
“Fair "Natauwi})in Act (FCRA).

I o hPer e s’ sRI¥ 9bl d greetq utehset credi fosubbhed MMt aFand, excl
reverse wdregagmat ed 2t0p fPo¥W2 WmAtg aatni veex pJe.ct ed insur
vol um23Wifl kShbeund, get e¢haiMMlhddnd for wauwuddadrpnort fol i o

abo@th4i$l 1 mogacirnevdei ti s ub%4 @y

CBO does its own credit subsidy estimates, and

the appropr Fet i &§pMB00) Peosciteilsnmat tseF H Afmgniel y pr ogr a ms
(excluding rewakdn cinmat ethi P dapgactrievdei t s ubsidy
CB@BI o werresduibts i d y,ass tcomatttheee b utdgre ¢ s wleggie §h 6 ny

23 Some examples of reasons for the differences in the original sussidy rates across years could include
differences in the mortgage insurance premiums that were being charged in that year, differences in the anticipated
credit quality of loans being insured, or differences in the expected future trajectory ahectawtors (such as

interest rates or house prices) that can impact prepayments, defaults, and the amount that FHA can recover after a
foreclosure.

#See Office of Management and Budget, “Loan Guatfantees:
in the Supplemental Matei a1 s t o t he Iitps:/Avivi whitehouse.gdBhbbudgetSupplementaland

U.S. Department of Housing and Urban DevelopmE¥i2019 Congressioh&udget Justifications. 262,
https://www.hud.gowitesffiles/CFO-document29%206%20FY 19CJ%28620HSNG %26
%20Mortgage%20and%20Loan%?20Insurance%20Program%20%28FHA%20Fund%29.pdf

25 Congressional Budget OfficEstimated Budgetary Effeat$ Major Federal Programs that Guarantee Mortgages
CBO’ April 2018Baseline https://www.cbo.gowitesflefaultfiles/recurringdaté&81297201804-mortgages.pdf
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of money that loans insured by FHA in
over the course of their 1ifetime 1s
i mat ees tdhuaen teox pbeecttteedr poerr fwoorrmsa nce of t
unting recognizes this, and provides
dit programs to cover any 1increased ¢

e actual performance of the loans and

Al t hough the ofagihgl mozedagesinhsud
s tyoaradare alld pma medmttatvibeee cr edi-t subsidy r
0
t

t
t
s
c
r
yveaultani onnwi-¢ it iONBt e F HAa wle epdriito rs uypbesardy 1 a
t
n
ah

r the loans insured in several fisca
hat FHA will aacrtnusa lolny tphaey loouatn smoirnes um

original credit subessitdiymatagd emddimt
t he dfadtrel oolfe st hiinss urreepdo ritn) le%ax?h fi s cal
st column shows the original credit s
t (asehgoawtni vienmega miemg t hat the 1 oans 1insuri
expected to makeec omodn ecy | fuomrn ts-hheo wgo v ehren
redit substiidmatrad eccfodi teaschbgicdy . r Ree
ed negative (even 1f they are less fa

.veoSnet hpo P DF vertsoi sme eo ft hteh itsa brl ep dmt ¢ o |

a®s timhe¢ educredti tr subsidy rate 1is 1es
l t hosutgihmantaendr woife ¢ hte swb soiwky ,r dbtuees ar e
ive, c¢credit subsidy estimate suggest:s
for the government | hthyee abrkse weenhan was
EeYs2t0i0m9a, t etshemfresharGulpowd.yiimeea eidn g

ans insured in these yesaryseaarse curren

99 F YXFOYROHRY2QHRY20aBd F¥R2HBe&6c varsrteintha treed subsidy
more favorabilgi ntdlanedgthiemated subsidy rate, me.

are now expected to make more money

Table |I. MMI Fund Credit Subsidy Rates and Re-estimates

(FY1992-FY2017)

Original Re-estimated

Fiscal Year Subsidy Rate Subsidy Rate
1992 -2.60% -3.22%
1993 -2.70% -2.68%
1994 -2.79% -1.82%
1995 -1.95% -0.75%
1996 -2.77% -1.06%
1997 -2.88% -1.01%
1998 -2.99% -1.44%
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Original Re-estimated
Fiscal Year Subsidy Rate Subsidy Rate
1999 -2.62% -1.24%
2000 -1.99% 0.32%
2001 -2.15% 0.29%
2002 -2.07% 0.62%
2003 -2.53% 1.33%
2004 -2.47% 3.02%
2005 -1.80% 8.55%
2006 -1.70% 8.72%
2007 -0.37% 12.02%
2008 -0.25% 8.40%
2009 -0.05% 1.91%
2010 -0.86% -0.90%
2011 -3.10% -3.24%
2012 -2.53% -5.18%
2013 -7.22% -7.41%
2014 -7.25% -491%
2015 -9.03% -4.26%
2016 -3.70% -3.78%
2017 -4.42% -3.46%

Source: Table created by CRS based on Office of Management and Budget, Th e P r e s i fdréisaat ° s Bu dge't
Year 2019, Federal Credit Supplement Spreadsheets, Loan Guarantees: Subsidy Re-estimates,
http://www.whitehouse.gov/omb/budget/Supplemental.

Note: These credit subsidy rates do not include FHA-insured reverse mortgages.

MMI Fund Account Bal ances

The creditr-essutbismadtye sr aatfef ect the way in which fun

MMI Fund consists of two primary accounts: t he F
Acco®Tnhte. Financing Accoenpehwtdse fuonkissdood oFHA
l ma. The Capital Reserve Account limledksyp eacd didt i on a
future 1l osses. Funds are transferred between the
estimated credit subsidy ramanctiomgedAceopanthasdp €0
updated projections of expected |l ossttismamesd nsur e
reflect dmcaigmrsegmpdedeted [ osses, funds are transf
Account to the Foivnearn ctihneg aAntocuonutn to ft ot hce 1 ncr eas e
credit s udsstiidma tr aalste erraefalseegtgre gat e expected 1 osses
transferred from the Financing Account to the Ca

26 The Capital Reserve Account is arlmmdget account; the Financing Acmt is an ofbudget account that reflects
the actual cash flows associated with loans insured under the MMI Fund.
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Tab2iel lustrates the changes in anRegsOell8aheount bal :

years foll owing t hteh ahto ubsei gnagn, maarhokwencdr £2d0iOm’o s h b s i d vy
estimhowmsgdregate increases-insucxpedoadsl oseqgquior
transfers of funds from the Capital Reserve Acco
additional expecteandl foudt FrY@ 0I08Bs s ¢ sh.e MMIt Feund hel ¢
Financing Account and $19.3 billion in the Capit
Financing Account increased over the mnext severa
Reserve Aceauwwrtd,deeaching zero at the end of FY2
funds from Treasury to make a required transfer
of FY2014, the MMI Fund had begun to prnatdild it s
Reserve AAc odwalfh.eFY2Hd 8Capital ReRdbedTAwamount he
Table 2. MMI Fund Account Balances, FY2008-FY2018
(% in billions)
Capital Reserve
Fiscal Year Financing Account Account Total

FY2008 $9.0 $19.3 $28.2

FY2009 $21.1 $10.7 $31.8

FY2010 $28.9 $4.4 $33.3

FY2011 $29.0 $4.7 $33.7

FY2012 $35.1 $3.3 $384

FY2013 $48.4 $0.0 $48.4

FY2014 $389 $7.3 $46.2

FY2015 $29.6 $16.0 $45.6

FY2016 $12.6 $37.2 $49.8

FY2017 $185 $31.6 $50.1

FY2018 $23.0 $27.2 $50.2

Source: U.S. Department of Housing and Urban Development, FHA Single-Family Mutual Mortgage Insurance Fund
Programs, Quarterly Report to Congress, for FY2008 through FY2018, http://portal.hud.gov/hudportal/HUD?src=/
program_ offices/housing/rmra/oe/rpts/rtc/fhartcqtrly.

Notes: Figures reflect total account balances as of the fourth quarter of each fiscal year. Account balances
represent the amount of liquid assets that are immediately available to pay for claim expenses, not the overall
asset position of the MMI Fund.

al resources held 1n these accou
ume o fa Insowrctrgeaagseesd ,i nfsruorne da bboyu tF HEA
Q 1tion at8%fhe end of FY201

lthough the to
ot al dollar wvo
he a

A
t
t end odb daxx

t
1
a

27U.S. Department of Housing and Urban DevelopmieH# SingleFamily Mutual Mortgage Insurance Fund
Programs, Quarterly Report to Congre§%2018 Q4p. 11,http://portal.hud.goWudportaHUD ?src</
program_officediousingfmrabetptsttc/fhartcqtrly.

28 These figures repsent total amortized insuraniceforcefor the MMI Fund (that is, the current aggregate loan
amount outstanding, rather than the initial aggregate loan amount). Figures corikeSrddepartment of Housing and
Urban Developmen®nnual Report to Congre&egarding the Financial Status of thelA Mutual Mortgage
Insurance Fund Fiscal Ye@009 p. 17, and thé&nnual Report to Congress Regarding the Financial Status of the
FHA Mutual Mortgage Insurance Fund Fiscal Ye2018 p. 63.
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Permanent and Indefinite Budget Author
Recognizingsttihma tfiarwg ttdhfemotd ne f gsti dsma nnteeexesatc t , t he Fed
Credit Reform Act of 1990 includes permanent and
guaranted¢oprogreamdg he c os tesotfi fAirheedsietf osrueb,s iidfy FrHA e
needs to transfer more money than 1t has 1in the
to cover an increase 1in expectednalmhesmtsesanadn insur
indefinite badgectenue hdDunmndask ef rtohm sT rteraasnusrfye rt owint h «
congressidnal action.

Anfunds drawn from Treasury to make a required t
not spent ihlnemre,ditaltey] yar Ralheld in the Financing A
lenders only if the rest of the funds in the Fin
conditions and loan performance 1mprovey or 1f 1
to both cover their own costs and pay for past 1
received from Treasury would never actually be s
do not bring in enough fumwmds itfoeconomiltosxsoadidn c
performance do not improve, any funds received f
actual clai ms.

When the’sPbadigeaentrequest for FY2014 was r1releasec
estimate It hFAund hwouMMl need a mandatory appropria
Treasury during FY2013 in order to make a requir
Account to the* FHAamazdngntActkoum¢ .end of FY2013 t
tramsfffrunds, and there was a possibility that t]
funds through the negative credit subsidy it ear
required transfer without depkbetingdutheoCapduectd
volumes 1in FY2O013, the MMI Fund earned less than
At the end of September 201 3ne¢ cHENIS danblooubtn £t € d o h h & b
ensure that enough money wast awaicloavtelre aild telke elkit
losses on insured 1oans. It received these funds
budget authority provided under the FCRA. This a
in the ’sPrbeusdi gdeptn,¢ saemd erde t h e hfaidr seeveetke the fuhas FHAmM
Treasury to make a required transfer of funds fr
AccotfFnHA has not needed to draw additional funds
292 U.S.C. §661c(f).

30The credit subsidy rate4es t i mat es are included as part of the President

of each year. Any required transfer of funds between the Financing Account and the Capital Reserve Account usually
occurs in May or Jue, but can happen as late as September.

31 TheAppendix Budget of the United States Government, Fiscal Yeat, 20574 https://www.gpo.govtisyspkg/
BUDGET-2014APPpdf/BUDGET-2014APP.pdf

32TheP r e s i FY2043 hidget request had indicated that FHA could need to draw on its permanent and indefinite
budget authorityor $688 millionduring FY2012(SeeThe Appendix, Budget of the United States Governmeng| Fisc
Year 2013p. 636 https://www.gpo.godtisyspkgBUDGET-2013APPHdf/BUDGET-2013APP-1-13.pdf)

However, FHA did not end up needing funds from Treasuryytt. Increaseis mortgage insurance premiums for

new borrowersas well asnoney that FHA received in settlements with large mortgage companies related to claims
that the companies did not adhere to FHA requirements in originating and servicindptoaghkt in enough funds to
makethe required transfeGee théNritten Testimony of Shaun Donovan, Secretary of U.S. Department of Housing

and Urban Development, Hearing before the Subcommittee on Transportation, Housing and Urban Development, and

Related Ag nc i e s , U. S. House of Representatives Committee
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Where to Find Key Information on the MMI Fund in Federal Budget Documents

f FHA’s estimates of credit subsidy rates and t
upcoming fiscal year are provided in the HUD budget justifications for the MMI Fund. HUD budget
justifications are atepa/iwhvahbdige/pragmm_bfflddsyifosbudgete b s i t e

I The re-estimated credit subsidy rates for the loans that FHA insured in previous years are in the Federal
Credit Supplement of the Presi de natailabdeatb udge t .
https://www.whitehouse.gov/omb/supplemental-materials/.

9 If FHA expects to need funds from Treasury during a fiscal year to cover higher-than-expected future costs
of loan guarantees, the amount that FHA expects to need is reflected as a mandatory appropriation in the
Appendi x of t h e¥ TRemess curceret Budgét A\ppendix ds gt dttps://www.whitehouse.gov/
omb/appendix/. Prior years’ Budget httpp/pvewgpoigov/fesys/brovesel b e
collectionGPO.action?collectionCode=BUDGET.

Annual Actuaamndl]l ARewdle wReport
Congress on theoFinhhekuMdMI St a

Separately from the annual bwdbgeati npndepsndehHHA i
acturaevied wh hyastrna btylfe@ nanci olf pdhsei tiiMddn Ewndpr ovi de a
annual report to Congress *Ithitshded emdsewltonadf yt he
analtyleee sMMIs KFumdnciakppobengmopuhy of funds that
on hawmedta madhtei nnget a mount (i nidpxrpeescetnst tvoa leuaer nt eorrmsl
the future ontl panlshsetshea ¢n vintb ecrasg eatrhee ra dtdoe dc o mp ut e
“economi”’of vahae MMI Fund. The economic value 1s 't

Fund would be projected to have on hand after al
loansealkiczed, assuming that it dodhenottsuhgtuer o fa
the actuarial revsamwuapor pretec@bmdmics falslAotfhe
the MMI Fund.

The budgetary trent mof wtMla dFMitnhde aarcet utawroi adli f f er e n |
looking at —mbhemed yme holwi hge loans insured under t
and are expected to perform in the future, and t

Department of Housing and Ur b atip:/d@ppreprationphousengoploddedfilest c h 21, 20
hhrg-112-ap2@wstatesdonovar20120321.pdfandU.S. Congress, Senate Committee on Appropriations,

Subcommittee on Transportation, Housing and Urban Development, and Related Adtaraniegjon President

Obama’s Fiscal 2014 Budget Pr oposla3Cofigs29sessh unefde2018.r al Hous i n

33 For example, in the FY2014 budget request, p. 574 of the Appendix reflects that FHA expected to need $943 million
from Treasury for the MMI Fund in FY2013. (The actual amount that FHA ultimately needed from Treasury was
higher, at $1.7 billion.)

34 This requirement wasriginally codified at 12 U.S.C. 1711(ghd was enacted as part of the Omnibus Budget
Reconciliation Aciof 1990 P.L. 101508 and the Cranste@onzalez National Affordable Housing Act of 1990L.
101-625). (Both laws included identical provisions related to the actuarial soundness of the MMPHurtD1508
was enacted first.) Since the enactment of thesihg and Economic Recovery Act of 2068l 116289), the
requirement for an annual independent actuarial review is codified at 12 U.S.C. 1708(a)(4).
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the financial ismtcdtudse dthet fol MMIwi hygn d

sition of theae, MMlheFumdhualHowevaarial review 18
dget process, and uses somewhat different econ
dget. This section adneds carcicboensp atnhyei nagc taunanruiaall rreepv
owmnigi mportant r.ellatd etdhccur®m s e 8 pt B ¥ 2 ®akecstuulatrsi aolf rtehvei e

t he annual actuarial review, 'thfinadepaehdent
formatimat ¢ otreds MMEr €nt f,i namecliwdi pp sidatilobnfor w
vermortgages undMhiesdu a1lmidyeruedpegreh ¢fna mount of fun.
at thec MMIek®uhyg heasst ionnah¢chaasnld tfhlaodwsi t expect s 1 n
t—sstuec h as premiums paid into tia fithed loamdiscl dias
rrently insures. I't uses e ¢sonfoimiacn cmoadle lsitnagt utso
rrent year andf useeuvnenrdaedrs gdsccaesneanrdi tooe tdhheal altern
onomic scenarios. Some of tahned KFeH/A ntneuramls ruespeodr ti

f Capital arrees otuhrec ®nsesfentiansusse tlsi a(bi 1 i ties) that t ho

currbkbag !/ on hand that can be converted 1into
mortgages or other expenses.

T Present

C a

alue of f utur e ciass ht hfel oewsst iomna toeudt st a i

\Y
amount that the MMI Fund is currently expectc
v

present alue ter ms

, on the loans that 1t cul

take into account any new loans that might b
T Ecmomvy &loucec onomi ¢ imséete WMIst lfwmpd t al resources p
the present value of its future cash flows or1
the amount of capital resources that the MMI

future casrhr efnltdws ionmmuacgwd |l oans are realized.
represents the amount that the MMI Fund coul

unexpected losses on its outstanding 1oans.

The allaswo mandates that FHA meet a 2%hadapihteal r
economic value of the MMI Fund must be at 1eas
FHA currenfThgy tmaputasd . ratio is calculated on t
capital rwattihd sf €I1% rReYPualn9¢é meamai n€dr bstowr 20 vy

e
theregatfueroring negativelhien chY¥vahdcamd mBbY2d13 0 be

at

t
h e
ar

again 1 anwaYs2sOtlidmat ed thhY2&kk® can® % amhos.dbtequent

35 There are actualltwo annual actuarial reviews: one analyzes only traditional-F3Ared singléamily forward
mortgages, and the other analyzes only FRgured reverse mortgages. Both of these actuarial reviews can be found at
http://portal.hud.goviudportalHUD?src/program_officesiousingfmrabefptsactractrmenu FHA combines the

numbers from the two actuarial reviews to arrive at a total econahie of the MMI Find in theAnnual Report to
Congress Regarding the Financial Status ofRhA Mutual Mortgage Insurance Funavhich can be found at
http://portal.hud.gowudportalHUD?srcfhammifrpt

%The MMI Fund’s assets include things such as cash, Treasu:

3712 U.S.C. 1711(f)
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FY2%Rlesul t s

The F882Znhlual actaunadr i’BaH A crccovmgerawn w a It gor eGoonrgtr e s s on t l
MMI PFaunflinanwenmklsestaaseds i n§.I1Nowietmsbaely FddfApot t e d

the MME Kwnhndl capital
resourcé%blol ben .| whereto Find FHA Reports on the MMI Fund
the amount of I e N e [Tt e Nt Do et

ports discussed In IS section, Including
currently has onl,ctyarial review and FHA's a
conwdritnto cash financial status of the MMI
FHAstimated th e Office of Housing Reading Room web page at
future cash flow http://portal.hud.gov/hudportal/HUD?src=/program_offices/
(including both housing/hsgrroom.
mortgtageg a¥l 4 v 4
billion. In other words, in net preaeat value te
expected to t4b4]l FHAnadbovaet HShe remaining 1ife of
value of the MMI FundJF HtAhoearlpepfroor xef3ntabtdedllye o mni mat e d
(49b21-$li4obn# | Jiinocnl)bdt hgfor war dt g a¥®licenvdeerpseen dneonrt
actuary sepahatpliygsenst imated of future cash f1low
Fund. Whil’s thetimaestoamedWwhfabtmrsE,HHA t fso uensdt iFndaAt e t o b
reasohable

The estimatedofd dfb R b mi aom viarhasfree aa ® abiitl 1$i on compared
FY2TM1 when the MMI Fund was est i2nbabt7eld®itoon . have an

In FY2012 and FY2013, the MMEacFammdemwams] est i mated
negative economic value means that the funds tha
present value of the funds that it expects to ea
wouhdt be enough to pfayclfacirmst hoem ptetheresr ed notta.lnvisa litwhesa tor e
For e xianmpFH¥2 013 t hee sMMImafFtuénddwewnasnmi ¢ value of neg
$1. 3 .biTnhkiasan t hat, bassdc omi ttehle ™MWl o Frumeds and e s
cash flowboensiasuo€fdthe time the report was pre

38 U.S. Department of Housing and Urban Developma&ntual Report to Congress Regarding the Financial Status of
the FHA Mutual Mortgage Insurance Fund Fiscal Ye2018 November 15, 2018, p. 6Bitps://www.hudgovkites/
dfilesHousingfocuments2018fhaannualreportMMIFund. pdf

39 The independent actuary calculated the net present value of future cash flows on insured forward loans to be positive

$3.5 Dbillion, compared t o onfFlicalculateddhe net presentevalue of fugpre sasht i ve $1. 4
flows on insured HECMs to be negative $14.2 billion, compa
Combined, FHA’s estimate of the presente$%lddhilionwhie future ca
the actuary’s is mnegative $10. 7 HiscalYear20i8.IndependentActuariala c 1 ¢ Act u
Review of the Mutual Mortgage Insurance Fund: Cash Flow Net Present Value from Forward Mortgage Ingurance

Force, November 15, 2018, pp-Z; Pinnacle Actuarial Resources, Irfeiscal Year 2018 Independent Actuarial

Review of the Mutual Mortgage Insurance Fund: Cash Flow Net Present Value from Home Equity Conversion

Mortgage Insurancén-Force, November 15, 2018pp 1-2; andU.S. Department of Housing and Urban Development

Annual Report to Congress Regarding the Financial Status étH#eMutual Mortgage Insurance Fund Fiscal Year

2018 p. 64.

40 The FY2017 economic value of the MMI Fund shown in the text isestated/alue as reported in thennual

Report to Congress Regarding the Financial Status of Bh& Mutual Mortgage Insurance Fund Fiscal Year 2028

correct a material error, and therefdrdiffers from the economic value that was reported in theOEY2nnualreport

to Congress. The revised value of $26.7 billion is $1.1 billion higher than the economic value of $25.6 billion that was
reported in the FY2017 anal report to Congress. Seebd. of the FY2018 annual report to Congress for more
informaton on the revision.
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The 2% Capital Ratio Requirement

As noted earlier, the MMI Fund is 2%%Tohirseqguwired
often referred to as the capital ratio requireme
Brief History of the Capital Ratio Requireme

The capital ratio requiremendamifdmncehasMMboEtndhde
solvency of ftahhmoyHA agiempgloeggdta mt he tthiemeMMI Fund ha
a negative economic value. This meant that the e

41 A negative economic value does not mean that EAirrently out of money.rBjected losses on the loans insured

by FHA arerealized over the life of those loans, rather than all at once, potentially giving FHA time to increase its

capital resources before these projected losses are realized. Whether or not the MMI Fund will ever actually run out of
money to pay claims depends on factors such as whether the projections of future cash flows are accurate and whether
the MMI Fund is ale to build enough additional capital resources over time, such as through additional premium
revenue from newly insured mortgages, to pay for these expected claims.

42 To understand how assumptions about future economic conditions affect estimatesifithe Mund’> s current val
consider that, for example, thgure path of house prices affeatarrentestimates of future cash flows on mortgages

insured under the MMI Fund. If house prices fall more than expected in the future, then cash flows on msuesdly

mortgages might be more negative than currently anticipated due to more foreclosures and foreclosed properties held

by FHA selling for less money; if house prices rise more than expected in the future, then cash flows on currently

insured mortgagemight be more positive than currently anticipated due to fewer foreclosures and foreclosed

properties selling for more money. Likewise, assumptions about other economic indicators in the future also impact

current estimates of future cash flows assodiatigh currently insured mortgages.

43 See the discussiam pp. 8686 of theAnnual Report to Congress Regarding the Financial Status ¢fH#eMutual
Mortgage Insurance Fund Fiscal Ye2018 pp. 3339 of theFiscal Year 2018 Independent Actuarial Revithe

Mutual Mortgage Insurance Fund: Cash Flow Net Present Value from Forward Mortgage Insimaifcece, and pp.

25-30 of theFiscal Year 2018 Independent Actuarial Review of the Mutual Mortgage Insurance Fund: Cash Flow Net
Present Value from Home Hity Conversion Mortgage Insuranée-Force.

412 U.S.C. 1711(f)
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Determining what constitutes an adequate reslema is essentially a question of what
kinds of adverse economic conditiermoderately severe or catastrophithe reserve
should be able to withstand In the actuarial review of the Fund conducted by Price
Waterhouse for fiscal year 1989, the reseaschencluded that actuarial soundness would

be consistent with a reserve that could withstand adverse, but not catastrophic, economic
downturns. They further concluded that the Treasury implicitly covers catastrophic risk

By contrast, rating agenciese taken the position, when evaluating private mortgage
insurers, that they should have enough capital to withstand catastrophicHiskever,

45 Thelaw calls for the capital ratio to be calculated as the economic value of the MMI Fund divided by unamortized

insurancein-force. Unamortized insurande-force is generally understodd mean the original principal balance of

insured mortgages. Howevde law definesinamortized insuranée-f or ce as “the remaining oblig:
ly under

2

outstanding mortgages, a definit i on-infotce Histoiically,the u a 1
actuarial reports often includdmbth amortized and unamortized insuraireéorce as generally understood, allowing
the capital ratio to be calculated both ways.

46 See the discussion of the history of the capital ratidharles A. Capone Jf\,Cr e di t Ri sk, Capital, and
Housing Administration Mortgage Insuranop373400ournal of Hou
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47U.S. General Accounting Officéfo r t gage Financing: Financial Health of the
Mutual Mortgage Insurance Fundtatement of Stanley J. Czerwinski before the Subcommittee on Housing and

Transportation, Senate Committee on Banking, Housing and Urban Affairs, September 12, 2808itp:/ljao.gov/
asset/10/108623.pdf

48 The capital ratio requirement is codified at 12 U.S.C. 81711(f). A separate section of the law, 12 U.S.C. §1708(a)(3),
also requires the Secretary to make sure that the MMI Fund is financially. 4@ddS.C. 178(a)(6) provides that the
Secretary “may” make adjustments to the FHA program o
meeting certain goals or 1if there i1is “substantial pro
However, there are no specific actions that the Secretary is directed to take if the 2% capital ratio requirement is not
met.

49 See for example, Government Accountability Offidéederal Housing Administration: Capital Requirements and
Stress TestinBractices Need Strengthenif@AO-18-92, November 201 https://www.gao.goyproductsGAO-18-
92

50 As described in footnot40, the FY2017 numbers provided in the text are restated numbers as reported in the

FY2018 annual report to Congress. The FY2017 annual report to Congress had estimated the capital ratio to be 2.09%,
while the lestated value is 2.18%. Seeg.of the FY2018 annual report to Congress for more information on the

revision.
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Table 3. Results of the Annual Actuarial Review of the MMI Fund, FY2006-FY2018

($ in millions)

Dollar
Volume of
Capital PV of Future Economic Insured
Fiscal Year Resources Cash Flows Value Mortgages Capital Ratio
FY2006 $23,461 -$1,440 $22,021 $298,542 7.38%

51U.S. Department of Housing and Urban Developmantual Report to Congress Regarding the Financial Status of
the FHA Mutual Mortgage Inarance Fund Fiscal Year 2008lovember 12, 2009, p. 1fttp://portal.hud.gov/
hudportallocumentdiuddocti=fhammifannrptfy2009.pdf

52U.S. Departmentof Housn ¢ and Urban Devel opment, Office of Policy Dev
SingleFamily Insurance Program: Performing a Needed Role in t
3, http://lwww.huduser.orglblicationspdf/FHA_SingleFamilylns_2012.pdThe discussion of the history of FHA

notes that the capital ratio requirement of 2% was first reached in FY1995.

53U.S. Department of Housing and Urban DevelepimAnnual Report to Congress Regarding the Financial Status of
the FHA Mutual Mortgage Insurance Fund Fiscal Ye&014 November 17, 2014, p. 3Bttps://www.hud.gowsites/
document$#Y2014FHAANNREP11_17_14.PDF

54 U.S. Department of Housing and Urban Developma&ntual Report to Congress Regarding the Financial Status of
the FHA Mutud Mortgage Insurance Fund Fiscal Year 20T3cember 13, 2013, p. J4ttps://www.hud.gosites/
documents?Y2013REPCONGFINSTMMIFUND.PDF

55 See, for example, General Accounting Offibartgage Financing: Actuarial Soundness of the Federal Housing
Admi ni ssMutualMorbgage Insurance Funstatement of Thomas J. McCool before the Subcommittee on
Housing and Community Opportunity, House Committee on Financial Services, March 20, 2001, p. 2, showing an
estimated negative economic value of the MMI Fund in 298D1991.

%The FY2017 annual rteport to Congress on tdaptaiddidd Fund’ s fi
for FY2012 throughFY2016 as a result of an effort to align the figures used for certain components of the capital ratio

with other FHA financial reporting. The figures in ttext and in theable are the ones that were reported in the

original actuarial reviews and annual reports for those fiscal years rather than the revised figures; the difference

between the original estimatasd the revised figures ranges from 0.01 to 0.10 percentage |spatsfically, he

revised capital ratios reported in thanual Report to Congress Regarding the Financial Status éfH#eMutual

Mortgage Insurance Fund Fiscal Ye2017were-1.34% forFY2012,-0.12% for FY2013, 0.42% for FY2014, 2.10%

for FY2015 and 2.35% for FY2016. See® of the report.
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Dollar
Volume of
Capital PV of Future Economic Insured
Fiscal Year Resources Cash Flows Value Mortgages Capital Ratio

FY2007 $25,365 -$3,952 $21,277 $305,449 6.97%
FY2008 $27,281 -$14,374 $12,908 $401,461 3.22%
FY2009 $30,719 -$27,078 $3,641 $684,708 0.53%
FY2010 $33,594 -$28,937 $4,657 $931,272 0.50%
FY2011 $32,431 -$29,880 $2,551 $1,078,000 0.24%
FY20122 $30,362 -$46,638 -$16,277 $1,131,543 -1.44%
FY2013= $29,680 -$31,010 -$1,330 $1,178,154 -0.11%
FY2014- $28,432 -$23,667 $4,765 $1,156,741 0.41%
FY2015= $30,862 -$7,040 $23,822 $1,151,458 2.07%
FY201 62 $35,346 -$7,795 $27,551 $1,188,569 2.32%
FY2017b $40,857 -$14,112 $26,745 $1,226,843 2.18%
FY2018 $49,237 -$14,375 $34,862 $1,264,672 2.76%

Source: U.S. Department of Housing and Urban Development, Annual Report to Congress Regarding the Financial
Status of the FHA Mutual Mortgage Insurance Fund, for FY2006 through FY2018.

Notes: Figures are based on the base case scenario reported in the actuarial reports. The dollar volume of
insured mortgages is amortized insurance-in-force. FHA-insured reverse mortgages became part of the MMI
Fund in FY2009.

a. In FY2017, FHA aligned the values used for capital resources and dollar volume of insured mortgages with

reporting in FHA’ s a n nsulbefe changesiwiere asd applied to secent pravibus s t a t e me n t
years, resulting in slight changes to the capital ratios for FY2012-FY2016 (between 0.01 and 0.10 percentage
points). The table reflects the val uéeaeyearspripraor t ed i n the

FY2017 rather than the revised figures.

b. FHA restated its FY2017 figures for capital resources, economic value, and the capital ratio in the FY2018
annual report due to a correction of F{20lhdheeri al error
restated figures are slightly higher than those that were originally reported. The FY2017 figures provided in
the table are the restated figures provided in the FY2018 annual report.

The dr op 1 n ithhhee cyaepairtgaels firtlactheiod & Scmr e a s e in t he n
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57 For more information on HECMsgeCRS Report R44128/UD’ s Rever s e Mo r t midgnee [ nsur ance
Equity Conversion Mortgages

58 HECMs endorsed prior to FY2009 are obligations of the General and Special Risk Insurance Fund (GI/SRI Fund).
The Housing and Economic Recovery Act of 2008 (HERA, 116289 made HECMs an obligation of the MMI
Fund going forward.

59U.S. Department of Housing and Urban Developm&nhual Report to Congress Regarding the Financial Status of
the FHA Mutual Mortgage Insurance Fund Fial Year2018 p. 72. HECM insuranem-force is the aggregate unpaid
principal balance of HECMs insured under the MMI Fund. The FHA annual reports began reporting HECM insurance
in-force this way in FY2017, rather than using the maximum claim amouritefee tmortgages, as was used in prior
years. See pp-8 of the FY2017 annualeport and pl17 of the FY2018 annuatport for more information on this

change.

60U.S. Department of Housing and Urban Developm&nhual Report to Congress Regarding the FoiahStatus of
the FHA Mutual Mortgage Insurance Fund Fiscal Ye2016 p. 21, andAnnual Report to Congress Regarding the
Financial Status of thEHA Mutual Mortgage Insurance Fund Fiscal Ye2018 pp. 68 and 72.

61 These figures reflect certain methodological changes that FHA made in how it calculates the economic value and
capital ratio for HECMs beginning in FY2017, including reflecting cimgssidies between the two portfolios. Figures
provided for past years @she updated methodology, whereas elsewhere in this report the figures used for the MMI
Fund as a whole are those reported using the methodology that was in place at the time.
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tilbpe tr e

larger forward opnmsit Sé¢lanad aveodMdedaehtphaelads sr,at
standalone capital ratios illustrate differences
Figure |.Standalone Capital Ratios for Forward Mortgages and HECMs
FY2012 - FY2018
Standalone Capital Ratio Standalone Capital Ratio
for Forward Mortgages for HECMs
10% 10%
5% 5%
-5% -5%
-10% -10%
-15% -15%
-20% -20%
FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY12 FY13 FY14 FY15 FY16 FY17 FY18

Source: H U D Ansiual Report to Congress Regarding the Financial Status of the FHA Mutual Mortgage Insurance Fund,
FY2017 (pp. 62 and 64) and FY2018 (pp. 68 and 72).

Notes: Standalone capital ratios are those reported in the FY2017 and FY2018 annual reports, which reflect
methodological changes for both current and prior-year figures.

The volatility of HECMs and their inclusion 1in t

questions. In 1its FY2015 annual rde ppcdiratt am ctl hued i snty
both HECMs and forward mortgages in the fund cou
assess the finmancial health of the separate prog
entire MMI Fund is ofdrfiommaendcasofa tphoxmudlbr]l athg
mortgage®Ppwmrtthfeorlmowr.e, including both types of mo
impact policies related specifically to forward
borrowers, in response to inst*%Fbirl itthye sien rtelae oMMI,

some industry groups and other obselwegrsl havenar |
toemdECMs from tHHdo WMGA®,uadd othergemowe nigot ed t
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62U.S. Department of Housing and Urban Developm&ntual Report to Congres®garding the Financial Status of
the FHA Mutual Mortgage Insurance Fund Fiscal Year 20@544.

63 U.S. Department of Housing and Urban Developma&nhual Report to Congress Regarding the Financial Status of
the FHA Mutual Mortgage Insurance Fund Fiscaéar 2015 p. 42.

For example, see the Mortgage Bankers Association, “FHA T;
Remains Above Threshold, ” hitpséd/www.mbaeotgibanewslinks20d7havember/r 16, 2017
mbanewslinkthursdayl1-16-17fha-insurancefund-capitatreservedall-capitatratio-remainsabowe-threshold and

Edward Golding and Laurie Goodman, “To better assess the r
mortgages,” Urban Institute, Uitph/Avww ofbanocgirbardwisedettpro st , No v e mbe

assessisk-fha-programsseparateeverseandforwardmortgages

65 GAO has described both advantages and disadvantages to including both forward aadwextgages in the MMI
Fund; see GAQFederal Housing Administration: Capital Requirements and Stress Testing Practices Need
Strengtheningbeginning on p25.
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66 FHA increased the upfront premium in 2010, but later reduced it after receiving statubamjtaud raise the annual
premium (FHA had previously been charging the highest annual premium that was allowed by statute at the time).
Since April 2012, FHA has been charging the same upfront premium that it was charging from October 2008 until early
April 2010. Between April 2010 and April 2012, the upfront premium was above the current level for a time, followed
by a period where it was below the current level

67 Since June 2013, FHA has required most borrowers to pay the annual mortgage insunainoesga the life of

the loan. From 2001 until June 2013, FHA had allowed the annual premiums to be cancelled when the mortgage

balance reached 78% of the home’s initial value. Some have
moreinforma i on on FHA’s r at i on a lré¢helifecotthe bohnaseegU.Sn Repartrheatofp r e mi ums f o
Housing and Urban DevelopmeAinnual Report to Congress Regarding the Financial Status éfHitdeMutual

Mortgage Insurance Fund Fiscal Ye2012 Novemberl6, 2012, p. 54http://portal.hud.goWiudportalflocuments/
huddoc®ti=F12MMIFundRepCong111612.pdf

8For exampl e, see National Association of Home Builders, “
Actuarial Repor t hitp//nshbnow.cob?018114teementramindhpchairmanrandy-noeton-
fha-actuariaireport/

13

®For example, see National Association of Home Builders,
Signals No Sign of a Pr e mi5u20l8jtp:#nahbnow.cor@B1811fhaecdpiiah s e, No v e mbe
reservegosthealthygain-but-hudsignalsno-sign-of-a-premiumcut/, statingthat on a call with reporters the FHA

Commi ssioner “indicated that despite the positive report,
premium cut in the mnear term.?”
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Suspension of a Planned FHA Premium Decrease

On January 9, 2017, in the | HdAthwdekanotfinthd

7O FHA Mortgagee Letter 201@1, Reduction of Federal Housing Administeat (FHA) Annual Mortgage Insurance
Premium (MIP) Rateslanuary 9, 201 https://www.hud.gowitestiocuments/7-01ML.PDF.

"I FHA Mortgagee Letter 20137, Suspension of Mortgagee Letter 2@l — Reduction of Federal Housing
Administration (FHA) Annual Mortgage Insurance Premium (MIP) Rates, January 20 h2@&7/www.hud.gov/
sitestiocuments/7-07ML.PDF.

72U.S. Departmensf Housing and Urban DevelopmeAnnual Report to Congress Regarding the Financial Status of
the FHA Mutual Mortgage Insurance Fund Fiscal Ye2017, pp.57-58. The FY2018 annual report restated the
FY2017 figure for the economic value of the MMI FundisTiwould have led to a slightly higher estimated capital
ratio of 1.85% with the premium decrease, but it still would have been estimated to have been below 2%.

73 See U.S. Department of Housing and Urban Developmemiual Report to Congress Regarding the Financial

Status of th&HA Mutual Mortgage Insurance Fund Fiscal Ye2017, p. 62,for information on the components of the

capital ratio for forward mortgages only. Based on these figures, a $3.2 billion decrease in the present value of expected
future cash flows attributable to a premium decrease would have reduced the economic kelfewatd mortgage

portfolio to $35.2 billion, and an increase of $45 billion in insurane®rce in the forward portfolio would have

resulted in a total of $1,199 billion in insurariceforce. The capital ratio for forward mortgages alone, then, would

have been about 2.94% ($35.2 billion divided by $1,199 billion) rather than 3.33%, &keiglgequal.
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that it was suspending the planned premium reduc
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In its FY2017 annual report to Congress on the f
that had the premium decreaseMMlonkund two wlfd ehcatv,e
been 1.76% in FY2017, below the statutorily mand
would have resulted from the combination of an e
present value of expeedemoftugages c@sthe Mihiowg Dmo m
premiums that woul di nhsauvree db emeonr tpgaai gde so no rFiHgAi na t e d
some borrowers refiammairregl tmoeitrg aegxiss tiint @ hHEA m
lower premiums) anodf a$h4 S sbtii’bmait eesdiudki enmrclE B A(sset e mmi n g
from more peopilmrs wbddimdimtggFdeAs as a result of t
These estimated differences in the mdobrgreesent Vv
also woeddckadveéhe economic net worth and the cap
portfolio alone However, based on the figures p
ratio for forward mortgages alonamiwouldd csgteialsle ha
had gone into effect, even though the capital ra
forward mortgages and HECMs) Wdhkdchpve afakhenob
the MMI Fund as a wholes ifsort hteh eo npuyr masmebse ro ft hcaad m
l a w. Neverthel ess, the estimated 1impact t hat t he
forward portfolio alone may be relevant to the e
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FHA nsured Mortgage Originatidm Trends
the FY2018 Annual Report

I n hFeY2018 annowalComgphdAsi dentified several trends
qual iotf its forward mortgage insurance portfolio
increase risk to FHA. In partfifcular, FHA noted t

f CasQut Ref't@G@awlmesrefinances are refinance tra
the borrower can access equity in the home b
higher amount than thethemeknsh@Pnpgrmoncipgalkeb:
The s havroeutofr ecfai snha nFcHeAs hiams tbreeech bymcreasing 1n
years, reachimnmgsa@kthdmb ncigdbang®@HAS % of all
FHAnsured forwamr &F YBDrlt§ga gldosmts hr@fdé nafnceassh
may be increasing for sever almarye alseoands ; for e3>
t o moroeutc arsechf i nances bgqumeyeani hpebor howmess
continuing low interest rates may be depress.i
act i(wmiatky ngutc arsehf i nances a larger. share of all
Neverthehets srefinances have the potential t
increasinmpeboamdiercerducing the equity they h
I[fiome phofiaddl inithesfpomsebl ewitthbht s ome bo
hi ghetwobbaa rati-ost dued ddubadveesddi fficul ty
repaying their mortgages.

f Debtdh ncome "Maethittorsc o mef ara thhi orsr o weRHA with new
ins pune d¢tharnste ghaagvees been increasing in recent ye
aver agaei ndceobme ratio for a new purchase borrow
compared to 42% in FY2017 andnd4@¥edn FY2008.
purchase mortgages nwiotme broartrioowe ra bdoevbet 50 % has
increasimegaclhi mwg Ine ar IHyihgd 5 %daee dnct oFnie2 Orla8t.i o s
could increasmbothewen s kmi § lartte plaayvien gp rtohbelierms
mortgages 1if they kktmicounter financial diffichi

1 Credit™®Fhereserage creditobttcoresFHdA borrower :
insured mold gemcgrdesa shianvge since FY2011. In FY20l1
borrower <c¢r e diints usrceodr emofrotrg aFgleAs was 670, compa
FY2017 and 701 in FY2O0T11. This in part refleoc
role in the mortgagehemahrokuesti;n g nmatrhkee ta fttuerr moait I

74 See U.S. Department of Housing and Urban Developmamiual Report to Congress Regarding the Financial
Status of th&HA Mutual Mortgage Insuranc&und Fiscal YeaR018, pp.1314,f or FHA’s discussion of t

5 SeeU.S. Department of Housing and Urban Developm&nhual Report to Congress Regarding the Financial
Status of thé&HA Mutual Mortgage Insurance Fund Fiscal Ye2018, pp.25-26, for data and discussion on FHA
insured castout refinances.

76 The loanto-value ratio for an FHA casbut refinance mortgage cannot exceed 85%; that is, the refinanced mortgage
cannot be more than 85% of the value of the home. See HUD Handbook 4000ah B&.8.d.v(B),
https://www.hud.gositeslocumentgf0001HSGH.PDF

77 SeeU.S. Department of Housing and Urban Developm&nhual Report to Congress Regarding the Financial
Status othe FHA Mutual Mortgage Insurance Fund Fiscal Ye2018, p. 30, for data and discussion on debt
income ratios for FHAnsured mortgages.

78 See U.S. Department of Housing and Urban Developmemiual Report to Congress Regarding the Financial
Status othe FHA Mutual Mortgage Insurance Fund Fiscal Ye2018, pp. 2829, for data and discussion of credit
scores for borrowers with FH&ksured mortgages.
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began around 2007, FHA insured a greater s hat
conditions tightened, including mortgages for
who traditionally -mayunetd mhenwtggaewgght AFHA
credit ¢ onadsietdi osnosmehwvahveet gsdcmobrree bhoi rgrho we r s may
find it esother typo bHoawenvieorh © gl aogweerd i t

scores couduggpotstentiaddaysed risk associated W
and KFHA s aiwli Itlh actonitti nue to monitor declining
FHA endorsements for tHK%® risk they pose to t1

9 Down Payment%FAbAs ihsatsamcles o been monitoring the
share of mortgages that hasse stameefommdofi ndow

particular down paymdende raasls,i ssttaantcee, porro vliodceadl ¢
goveratmetmitty (rather than othetnsources, s uch
FY2018, abouwitnS3wBr%e & fpFHAhase mortgages includ
down payment assistance, FdmMp dmasd ntods eadbout 3 (
that mortgages with down payment assistance,
provided byatantgipteyer i maellbhbvyp, somewhat higher

default rateisngthnmnad lfdHeAr ghdaddeAsa.l so expressed s
concerns about certain types of governmental
and shhagsgested that 1t matyo bprmowiekdes $taryttyo tak
about what types of down? payment assistance :

! No#ank Mortgage?® Ohslgd me tiddosnisHeAd mort ga ge s

origina tbeadn kbsy, moant her than by traditional dep
een increayseialhyy F Y2 ¢bba®nekntloemnder s originated n
7% of mnenw uFHRAl mortgages. Whil-e all Ilenders
nsured mortgages are required to meet certali
vomanks may poser di WSAFEHdmatm typmed taOnal
epositoryl niemrmttsu alutrneomaert bDeFlHiAe wetsa tietd mntcheads 1t
o strikenca bient tdeofiwnbgahbabdbitth«ksnsomd depository
enders.

— = 0 o = o0 o

There are several potentbiyalF HAAr,i v earcsl ualfi ntghe atmoenrngd
economic conditions and the availability of othe
each of these trends on FHA loan performance and
variety o fonfea cotfortsh,e saend rsends may pose more of a

7 |bid.

80 SeeU.S. Department of Housing and Urban Developm&nhual Report to Congress Regarding the Financial
Status of th&HA Mutual Mortgage Insurance Fund Fiscal Ye2018, p. 31, for data and discussion on the prevalence
of down payment assistance.

81 SeeU.S. Department of Housing and Urban Developm&nhud Report to Congress Regarding the Financial

Status of th&HA Mutual Mortgage Insurance Fund Fiscal Ye2018, p. 39, for data and discussion on serious

delinquency rates among mortgages with down payment assistance.

82 SeeU.S. Department of Housing andhan DevelopmeniAnnual Report to Congress Regarding the Financial

Status of th&HA Mutual Mortgage Insurance Fund Fiscal Ye2018, pp.91-92f or FHA’s discussion of i
concerns with certain types of down payment assistance programs.

83 SeeU.S. Department of Housing and Urban Developm&nhual Report to Congress Regarding the Financial

Status of th&HA Mutual Mortgage Insurance Fund Fiscal Ye2018, p. 32, for data and discussion on nbank

mortgage originations.

84 1bid.
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